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WHY THE BUILDING BOOM CONTINUES 


HIS will be the seventh year in which we will build more than 1 million 

dwelling units. During some of these years we have exceeded the million 

mark by a very sizable percentage. It now looks as if 1955 will probably 
exceed all years, with the exception of 1950. 
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Is this volume of residential building now to be considered as normal? Can 
,we expect it to continue indefinitely into the future? Will we build as many dwell- 
ing units in 1956 as we are building in 1955? 


It might be well to start this discussion by emphasizing that at no time during 
the forties or fifties has the rate of building of residential units in relation to the 
number of families in the urban areas of the United States equaled the rate of 
building which was maintained for a number of years during the twenties. In 
metropolitan areas of over 1 million population in the twenties, for example, 
there were 3 years in which the rate of residential building exceeded 40 new ac- 
commodations per month per 10,000 families. Only in 1950 has the annual rate 
in metropolitan areas of over 1 million exceeded 30 new tamily accommodations 
per month per 10,000 families. In the years prior to 1950 the rate was below 
20 new family accommodations, and in the years since it has exceeded 20, but 
at no time has it passed 25. Even in metropolitan areas having 50, 000 to 250, 000 
population the rate of new building has equaled or exceeded the annual rate in the 
twenties only in the single year of 1950, and this size of metropolitan area had 
the lowest rate of construction during the twenties (see chart on the following 
page). 


The high rate of construction of new residential dwelling units during the 
boom of the twenties in comparison with the rates of the recent past is far more 
remarkable when we remember that during the twenties there was no public 
housing subsidized by the taxpayer, nor was there any insurance of loans by the 
FHA or VA. Our buildings were built under private initiative and financed with- 
out Government guaranties or insurance. 


As the population of the United States increases we would normally expect a 
larger volume of residential building in order to take care of the increased popu- 
lation. It is true that the actual number of dwelling units we have been building 
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year, would produce more dwelling units in two decades than a high rate of building 
would in one. 


Undoubtedly as the United States continues to grow in population we will get 
to the point where a million dwelling units per year will constitute a very low 
rate of building indeed. 


In spite of the fact that our annual rate of building has been low in comparison 
with the past, I wonder whether we will maintain our present rate during 1956. 


It seems to me that the building volume we have done during 1955 and in the 
four or five preceding years has been greater than it would otherwise have been, 
because of the unparalleled prosperity of the United States. During this period not 
only have dollar incomes increased, but real incomes have increased after adjust- 
ment for changes in the price level and even after adjustment for income taxes. 


To dramatize the change in incomes in the United States, we find that in 1935 
and 1936, 2. 3% of the consuming units in the United States had personal incomes 
of $5,000 or more, as against 41. 8% in 1953, the last figures available. While 
we do not have the figures exclusive of taxes in 1935 and 1936, it will be remem- 
bered that taxes were quite ‘ow at that time. After Federal income taxes in 1953, 
35. 5% of the consuming units had personal incomes of $5,000 or more. 


If we adjust the incomes of consumer units for changes in the purchasing power 
of the dollar, we find that in 1935-36, 7. 8% of the consumer units had incomes of 
$5, 000 expressed in 1950 dollars, as against 34. 8% with similar incomes in 1953. 


A consuming unit finding its real income after taxes rising is far more apt to 
be in the market for new housing than a consuming unit the income of which is 
stable. As a larger and larger percentage of the consuming units in the United 
States have gotten into the income brackets which were at one time considered 
high, the market for housing has expanded tremendously. 


Iam an optimist on the long-range trends of consumer incomes. It seems 
to me that incomes after taxes and after adjustment for the changing value of the 
dollar will continue to increase. In other words, it seems to me that the aver- 
age family 10 or 15 years from now will have a real purchasing power very 
greatly in excess of the real purchasing power of a similar family today. Insofar 
as this is true, this stimulant to the production of housing will continue. It is 
entirely probable, however, that the upward trend in these incomes will not be 
consistent and regular. In some years it will increase more than in others, and 
in some periods for a short time it may even decrease. Should we enter a period 
of readjustment in general business, it is entirely probable that the percentage of 
consumers falling in the $5,000 or more class may shrink slightly for a while 
before it continues the upward trend. 


There are, however, explanations other than the larger incomes for the 
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volume of building we have been doing in the last few years. One of these ex- 
planations would be the shift in the age distribution of our population. The table 
below gives the annual rate of change in population by age groups for the United 
States including the armed forces overseas. 


Annual Rate of Change 
Age Groups 1920-30 1930-40 1940-45 1945-50 1950-55 1955-60 1960-65 1965-70 
Under 20 1.1% -0. 5% 0.4% 2.2% 3. 2% 2. 6%* - - 
20 to 34 1.3 pe 1.0 -0.4 -0.5 . 1% 


0.4 7 
35 to 64 2.4 1.6 1 hy 1.6 1.5 1.5 0.9 
65 and over 3.4 3.6 3.2 3.4 2.7 3.8 223 


3. 
0. 
1 


*Includes projections based on future birth rates. 


From studying this table it will be noticed that since 1950 the number of per- 
sons in the 20-34 age group has been declining and that it will continue to decline 
during the next 5 years. On the other hand, the number of persons from 35 to 64 
has been increasing each year and will continue to increase through the sixties, 
and the number of persons over 65 has been increasing rapidly since 1920. With 
the many private retirement plans plus Social Security, many of the persons in 
the upper age groups are able to maintain separate households. This has helped 
to increase the demand for housing and has at least partially offset the shrinkage 
in the number of persons in the 20-34 age grouping. 


As we get into the middle and later sixties the number of persons in the 20-34 
age grouping will increase very rapidly, and in that period should prove a very 
strong stimulant to new residential construction. 


One other tremendous stimulant to new building in the recent past has been the 
very easy financing with low downpayments and with long amortized loans. The 
chart on page 254 of the Real Estate Trends for May 1955 shows the percentage of 
all VA loans which have been made without downpayment. Since the middle of 
1952 this percentage has changed from less than 3% to practically 45% in March 
1955. 


The very easy credit has the effect of borrowing building volume from the fu- 
ture. During the period in which credit becomes easier it can be a tremendous 
stimulant. The effect, however, will gradually level out, and should credit terms 
become more difficult, it will shrink the volume of building. 


At the present time it seems to me that residential building volume in 1956 
will be less than in 1955, but not by a large percentage. 











